MFP COMMITTEE #3
June 9, 2008

ADDENDUM

MEMORANDUM

June 5, 2008

TO: Management and Fiscal Policy Committee
FROM: Stephen B. Farber, Council Staff Directow

SUBJECT:  Composition of the Board of Investment Trustees (Expedited Bill 6-08)

The Board of Investment Trustees manages more than $3 billion in assets for the
County’s employee retirement plans.” The MCGEQ collective bargaining agreement “reopener”
would change the Board’s composition. From its inception in 1986 until 2004, the Board had 9
trustees, including 1 union trustee. The Board now has 13 trustees, including 3 union trustees.
The reopener calls for 16 trustees, including 5 union trustees. It also would make the MCGEO
president a permanent ex-officio trustee. See the excerpt from Expedited Bill 6-08 on ©1-2.

On May 14 the Council unanimously agreed to defer a decision on the proposed changes
“until the Council further reviews the implementing legisiation....” The Council agreed with the
Management and Fiscal Policy Committee that “this will enable the Council to examine how
the Board functions with its current membership and assess the implications of the
proposed changes and the concerns expressed by the Retired Employees’ Association.”

On June 9 the MFP Committee is scheduled to consider the implementing legislation for
these and other provisions of the reopener. Mr. Faden and Mr. Drummer have prepared the
packet for this meeting. Since the Council is not familiar with details of the Board’s internal
operations, I have prepared this memo to provide important background information. The memo
is based on my 17 years’ experience as a Board trustee, including 4 years as Board Chair.

I believe that the Council should not support the proposed changes to the Board’s
composition. To buttress this view, this memo discusses the following points:

The Board is an investment board, not a benefits board.

The Board needs investment experts, not bargaining experts.

The unions are already overrepresented on the Board compared to retirees.

The unions are already overrepresented compared to taxpayers as well.

The Board would not benefit from becoming even larger.

The Board’s union trustees have taken some actions that are not in the best interest
. of participants and beneficiaries. More union trustees would worsen this problem.
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' The plans include the Employees’ Retirement System (a defined benefit plan with current assets of $2.8 billion),
the Retirement Savings Plan (a defined contribution plan, $130 million), and the County Deferred Compensation
Plan ($255 million), as well as the Elected Officials’ Plan and the new Retiree Health Benefits Trust.



Background

In setting up the Board in 1986, the Council concluded that 3 of the 9 trustees should be
representatives of employees (1 represented, 1 non-represented, and 1 retired), 2 should be public
trustees “knowledgeable in pensions, investments, or financial matters,” and 4 should be senior
County managers (the Directors of OMB, Finance, Human Resources, and the Council Staff).
This 9-member model is widely used. For example, the 9-member board governing the MCPS
pension fund, which also covers members of 3 unions, still has only 1 union trustee.

In 2004 the Council agreed to increase the Board from 9 to 13 trustees, including 2 more
union trustees (making 1 from each of the 3 unions) and 2 more public trustees. With 3 trustees
now on the Board, the unions are now very well represented, quite apart from their proven ability
to effectively make their case directly to elected officials. The pending reopener provision would
add 2 more MCGEOQ trustees and 1 more public member.

The 3 current union trustees are (Gino Renne, president, Municipal & County Government
Employees Organization (MCGEO/UFCW Local 1994); Walter Bader, former president,
Fraternal Order of Police Montgomery County Lodge 35; and Jeffrey Buddle, vice president,
Montgomery County Career Firefighters Association (IAFF Local 1664). Over the years [ have
enjoyed working with these union trustees and their predecessors, including IAFF Local 1664
president John Sparks.?

There are many sound policy reasons to reject the proposed changes to the Board’s
composition:

1. The Board of Investment Trustees is an investment board, not a benefits board.
While some retirement boards elsewhere play a role in both investing retirement fund
assets and setting the level of benefits, in this County these functions are totally separate.
If they were combined, the unions might need to have greater representation on the
Board, but this Board has nothing to do with setting the level of benefits, which is
addressed through collective bargaining.

2. The Board needs investment experts, not bargaining experts. The Board’s
investment performance, which ranks highly, is of critical importance. The continuing
rise in benefits negotiated in collective bargaining places constant pressure on the
retirement system. The ERS’ current funded ratio is only 79.5 percent, rather than the
current 90 percent average for state pension funds. The current unfunded liability is $631

2 Union leaders sometimes describe those who disagree with them as having an “anti-union bias.” The views
expressed in this memo reflect my obligation as a fiduciary of the County retirement plans; the duty of loyalty, as
expressed in County Code §33-61C (Standard of Care), is that a fiduciary may act “only in the best interest of the
participants and their beneficiaries.” My association with unions began long ago when | worked in the merchant
marine and was a member of the maritime union. Later, as executive assistant to New Jersey Governor Richard J.
Hughes, | helped establish one of the nation’s first comprehensive public employee bargaining systems. Still later,
as executive director of the National Governors’ Association, 1 worked closely on policy issues with the leadership
of AFSCME and other unions. 1 also worked closely with the Marine Engineers union, which owned the large
building (on North Capitol Street in D.C.) that we turned into the Hall of the States.



million. A 0.1 percent decrease in the ERS’ annual investment return would require
$2.7 million more in taxpayer support for the fund. While most trustees have at least
some investment expertise, the public members bring direct operating experience. If the
Board must grow in size, the additions should be investment experts — i.c., public
trustees.

3. The unions are already overrepresented on the Board compared to retirees. The
ERS now has more than 5,500 retired participants, whom the unions do not represent.
There are about 5,300 active employee participants, of whom several hundred are non-
represented employees. Yet the unions already have 3 trustees, while retirees have only 1.
See the letter on ©3 from Retired Employees’ Association president Suzanne Hudson.

4. The unions are already overrepresented from a fiscal standpoint as well. Of the
annual funding provided to the ERS, 87 percent comes from tax}payers, with just 13
percent from represented and non-represented employees combined.” (Al funding of the
new Retiree Health Benefits Trust, which the Board will also oversee, comes from
taxpayers.) Yet the unions already have 3 of 13 seats on the Board (23 percent). On this
and other points, see the letter on ©4-5 from retiree trustee Meg Menke.

5. The Board would not benefit from becoming even larger. Having already grown from
9, a functional size, to 13, the Board would now grow to 16. And if this increase is
approved for MCGEQ, the other 2 unions will certainly want more trustees as well, if not
now, then in the future,

In fact, the unions apparently want many more trustees. MCGEQO’s questionnaire
for Council candidates in 2006 included this question:

Would you initiate and sponsor legislation that would change the composition of the
- Montgomery County Retirement Board of Trustees to require that 50 percent of the board
be trustees from the 3 county employee unions?

To get to 50 percent now would require adding 7 union trustees to the current 3, for a
total of 20 Board trustees. To get to 50 percent while also adding | new public trustee for
every 2 new union trustees, as in the pending contract provision; would require adding
16 union trustees and 8 public trustees, for a total of 37 Board trustees. To get to 50
percent while adding 1 new public trustee for every 1 new union trustee, as was done in
2004, would require hiring a large hall for Board meetings.

6. The Board’s union trustees have shown a divided loyalty. Trustees are fiduciaries. As
noted above, their duty of loyalty, as expressed in County Code §33-61C (Standard of
Care), is that a fiduciary may act “only in the best interest of the participants and their
beneficiaries.”

* The FY07 Comprehensive Annual Financial Report for the ERS shows that the County (i.e, taxpayers) contributed
$109.4 million while employees (represented and non-represented combined) contributed $16.4 million.
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The Board’s union trustees have taken some actions that are not in the best interest
of participants and beneficiaries. For example:

o Starting in 2000, the Board tried to hire an outside record-keeper to help reduce fees
and improve service for the 6,000 participants in the Deferred Compensation Plan. The
existing fund options with Hartford and Fidelity would have been retained for at least
the short term.® The unions, which had a long and close association with Hartford,
strongly objected. Then-CAO Bruce Romer advised the Board that this was a decision for
the County, not the Board, and a record-keeper was not hired. When the Board was
finally allowed to hire a record-keeper in 2004, fees were in fact reduced and have
continued to fall. Plan participants should have had this benefit 4 years sooner.

e The Board’s rigorous competitive process to select a record-keeper in 2004 resulted in
the selection of CitiStreet, the nation’s second largest defined contribution administrator.
The interdepartmental staff committee that intensively reviewed the 9 submitted
proposals unanimously concluded that CitiStreet would provide the strongest fund line-
up, the lowest fees, and the best administrative capabilities.

In June 2004 the Board confirmed the selection of CitiStreet. The CAQ’s representative
concurred in this selection. The one union trustee then on the Board, Mr. Renne, cast the
only negative vote; his predecessor, Mr. Sparks, had strongly urged the selection of
Hartford from the start. The union leaders then pressed then-Executive Douglas Duncan
to support establishment of a separate Union Deferred Compensation Plan, with
Hartford non-competitively pre-selected as the record-keeper. Mr. Duncan agreed to do
so in out-of-cycle bargaining. (This also was when the union leaders insisted on a seat on
the Board for each union, and Mr. Duncan agreed.)

When the Council considered the implementing legislation in December 2004, 1
cautioned that splitting the quarter billion dollars in Deferred Compensation Plan assets
would sacrifice economies of scale and create a lose-lose situation: higher fees, and
lower account balances, for participants in both plans. After the split, the Board
worked aggressively with CitiStreet to lower fees in the County Plan, to the benefit of its
4,200 participants, but the fees would be even lower if plan assets had not been split.

Participants in the Union Plan (about 2,600) have been less fortunate. They are
paying higher fees for many of the same fund options that the County Plan provides. See
©7 for a fee comparison as of the end of 2007. The list shows thai for 9 fund options that
the Union Plan and the County Plan have in common and for 7 similar fund options, the
Union Plan charges higher fees for all 16. There are no fund options in the County
Plan that charge higher fees than the same or similar fund options in the Union Plan’

* The County’s original contract with Hartford started in 1980. Employees’ concerns about Hartford’s high fees led
the Board to contract with Fidelity as a second provider in 1995. Since high fees erode participants’ investment
returns and account balances, fiduciaries have a duty to keep fees as low as possible. Mutual fund firms like
Vanguard are able to advertise the huge advantage investors receive from their low fees. See ©6.

S Information on the Union Plan fees charged by Hartford comes from a booklet transmitted by a Umon Plan
participant who was concerned about the level of fees he was paying.



The effect of these higher fees on the account balances of Union Plan participants is
corrosive. Consider the impact of the fee differences for two familiar options, Growth
Fund of America and BGI LifePath 2030, on 4 hypothetical participants in each plan.
Assume that their current account balances (and annual contributions) are $0 (85,000),
$10,000 ¢83,000), $25,000 ($7,500), or $50,000 (870,000, and that the two fund options
grow at their 10-year historical investment return rates.

The tables on ©8-15 show that if the current fee differences persist — and in my view the
differences will grow even larger as the Board continues proactively to reduce fees in the
County Plan — over time the account balances of Union Plan participants in these
examples will be smaller than those of comparable County Plan participants by
thousands of dollars. Union Plan participants have not been informed of the impact
of Hartford’s higher fees, compared to CitiStreet’s fees, on their account balances.’

o In August 2005 IAFF Local 1664 president Sparks wrote to the Board’s 18 investment
managers — who each managed on average about $130 million in ERS assets — to selicit
contributions of up to $5,000 for an event the union was sponsoring. (The investment
managers are all located hundreds or thousands of miles from the County.) See a sample
letter on ©17. If Mr. Sparks had still been a Board member at the time, or an active
rather than a retired employee, that letter would have violated §19A-16 of the County
Ethies Law (soliciting or accepting gifts).

Most trustees felt that the Board should amend its bylaws to expressly prohibit any such
solicitations. While not questioning the integrity of those who want to solicit in this way,
trustees opposed it for two reasons: respect for the letter and spirit of the Ethics Law, and
concern that our investment managers could misinterpret such solicitations because of the
“pay-to-play” culture that still infects the public pension world.

Mr. Sparks and the Board’s union trustees strongly disagreed with this view. In
December 2003, as a compromise, the Board tried to adopt a weaker requirement: that its
investment managers simply report annually on any solicitations received from, or
contributions made to, Board members or associated organizations. The union trustees
demanded that the motion be defeated or tabled, and it was tabled. For the next 2 years,

¢ The Council approved Bill 35-04 on December 7, 2004 by a vote of 7-1-1 (Mr. Andrews opposed, Mrs. Praisner
abstaining). Among the amendments to the Executive’s bill they recommended, as the MFP Committee majority,
was one to direct the CAO to report annually to the Council on the comparative fund options and fees of the County
Plan and the Union Plan. On the motion of the 3™ Committee member, Mr. Denis, the Council rejected this
amendment, as well as other amendments recommended by the Committee majority to require the Union Plan to
report annually on compliance with the County’s fiduciary standards and on rebates from Plan providers; use
competitive bidding to select providers; and give employees an annual opportunity to transfer into or out of the Plan.
The minutes state that Mr. Bader “agreed that an annual report would be provided to the Council and the CAO on its
compliance with the County’s fiduciary standards, and a copy of the independent auditor’s report would be provided
to the Council.” The Council has never received any of these reports.

The Union Plan could not exist without the County’s initial and continued approval; under IRS Revenue Ruling
2004-57, a governmental employer must agree to “establish and maintain™ a union plan. Bill 35-04 as enacted
waived virtually all County oversight. See ©16. Apart from transmitting employees’ contributions to Hartford
every 2 weeks, the County has no connection with the Union Plan and the $100 million {or whatever the correct
number is) in assets it controls. The union leaders” view is that this is none of the County’s business.



led by Mr. Sparks, they blocked its reconsideration. In January 2008 the Board was
finally able to adopt the weaker requirement. Two of the 3 union trustees were absent;
the third cast the only negative vote.

o Hartford is not the only example of a “preferred provider.” One union trustee has
urged favorable consideration of other specific vendors as well. This approach conflicts
with the Board’s procurement policy, which requires strict adherence to rigorous
competitive procedures.

Union leaders, like other leaders, are expected to act in what they see as the best interest
of their organizations. But when they serve as Board trustees, their duty of loyalty as fiduciaries
of the County’s retirement plans, by law, is to act “only in the best interest of the participants
and their beneficiaries.” These and other examples show that adding more union trustees to
the Board would not serve the best interest of participants and beneficiaries.

Qurs is not just any investment board; it is the investment board of Montgomery
County. We hold ourselves out as an exemplar and citadel of good government. It is also worth
remembering, as many jurisdictions (including the State of Maryland) have leaned from bitter
experience, that politics and pension-funds are a toxic mix.

Ex-Officio Status on the Board

The proposed bill would also add the MCGEO president to the 4 current permanent ex-
officio trustees from County management (the Directors of OMB, Finance, Human Resources,
and the Council Staff). There are 3 concerns with this provision:

e Ex-officio status should be limited to the current list of County managers. As noted
above, the County alone is responsible by law for the payment of retirement benefits
— the unions have no responsibility - and 87 percent of the annual funding for the
ERS comes from taxpayers.

o If the MCGEOQ president were to have ex-officio status, the other union presidents
would certainly be able to insist on similar status, either now or in the future. The
Retired Employees’ Association president, who represents far more members of the ERS
than the MCGEQ president, could make a similar claim.

e The provision locks future MCGEQ presidents into Board membership whether they
want that role or not. At least 1 other current union president has chosen not to serve.

? The current MCGEOQ president, Mr. Renne, was elected in September 2007 as the Board’s Vice Chair. There are
heavy demands on his time, and although Board meetings are scheduled far in advance, he has had to miss many of
them, including 3 of the 4 meetings in 2007 (and the first meeting in 2008, on personal business). This problem
could grow because starting this year, the Board shifted from 4 meetings per year to 6. The membership provision
in County Code §33-59 states: “A frustee who is absent from more than 25 percent of the scheduled meetings of the
Board during any 12-month period has resigned from the Board.” Thus, Mr. Renne is no longer a trustee, at least
according to the law.



Should the Composition of the Board be Bargainable?

Finally, in my view and the view of our legal staff, this entire issue is not properly before
the Council because the composition of the Board should not bave been bargained in the
first place. In bargaining last fall, MCGEO proposed that the Executive agree to submit
legislation to modify the Board’s composition, and also to establish a “pension fund protection
and asset recovery program.”® The Executive argued that these proposals involved non-
negotiable traditional management functions and were outside the mandatory scope of
bargaining as defined in the phrase “pension and other retirement benefils for active employees
only " in County Code §33-107(a)(2).

In a decision dated November 6, 2007 the Labor Relations Administrator held that the
Executive was required to negotiate with MCGEO over these proposals. Given past LRA
decisions, this one was not surprising, but it did not have to be the final word. The Executive
could have appealed it. If an appeal failed, the Executive and/or the Council could support
legislation clarifying that as a matter of public policy, bargaining over “pension and other
retirement benefits” means the size and scope of those benefits but does not include the
compositton of investment boards, or for that matter the selection of individual vendors. It is
time for the Council to reconfirm legislatively that the investment of County retirement
funds will be managed in a professional, transparent, and non-political manner.

Economic and Non-Economic Contract Provisions

The economic provisions of the MCGEQ reopener, the FOP reopener, and the new IAFF
contract include costly improvements in salaries and pensions.9 The Council has generally
supported the economic provisions of contracts (and did so again this year) but has sometimes
rejected non-economic provisions. For example, the Council once rejected an FOP provision to
establish a separate deferred compensation plan because the federal tax code did not yet
authorize it. The Council also rejected a MCGEQ provision to require union approval for group
insurance “premium holidays.” Last year the Council required a change in the MCGEO contract
language that would have sharply limited the role of library volunteers.

* The purpose of this proposai is to retain, on a contingent fee basis, a law firm that would seek to recover for the
ERS any funds due from settlement of class action law suits on securities issues, and also to have the ERS serve as a
lead plaintiff in such litigation. The Board has not considered this approach either necessary or advisable, and
instead uses its custodial bank to recover all appropriate funds from such titigation.

? In the MCGEQ reopener, the County contribution to employees’ Retirement Savings Plan accounts goes from 6
percent of salary to 8 percent (an increase of one-third). In addition, employees are given the option, effective July
2009, to move from the RSP to a new cash balance plan, the Guaranteed Retirement Income Plan (GRIP). This plan
has a guaranteed annual return of 7.25 percent (assuming IRS approval). This guarantee could be an excellent
option for some employees, but for the County it is a huge potential new liability, especially if investment returns
fall below 7.25 percent. The reopener also raises the pension multiplier for deputy sheriffs and corrections officers,
at the time of social security integration, from 1.25 percent to 1.65 percent (an increase of 32 percent). The COLA
for FY09 (year 2 of last year’s new contract) is 4.5 percent. This means that for the two-thirds of MCGEO members
who also receive annual service increments (steps), the total increase in FY09 — a tight budget year — is 10 percent
(4.5 percent COLA + 3.5 percent service increment + 2.0 percent RSP increase).



The Council will now consider the non-economic provision in the MCGEO reopener
regarding the composition of the Board of Investment Trustees. It is worth noting that for
private sector retirement plans that fall under the Employee Retirement Income Security Act
(ERISA). the Department of Labor advises that the act of appointing fiduciaries to a plan — as
the Council does for the Board - is itself a fiduciary act.

For the reasons outlined above, | believe that the proposed changes to the Board’s
composition would not strengthen the Board’s performance in any way, but instead would
weaken it, and that the Council should not support them.

¢: Board of Investment Trustees
Tim Firestine, Chief Administrative Officer
Suzanne Hudson, President, Retired Employees’ Association
John Sparks, President, IAFF Local 1664
Mark Zifcak, President, FOP Lodge 35
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(b)
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Membersh@g.
The Board has [13] 16 trustees.

(B
2

()

The County Executive must appoint [4] § voting, ex officio members of

the Board, subject to County Council confirmation as members, who serve

indefinitely while each holds the respective office. These ex officio

trustees should be:

(A)
B)
©
(D)
(E)

the Director of Management and Budget;

the Director of Finance;

the Director of Human Resources; [and]

the Staff Director of the County Council[.]; and

the President of the Office, Professional, and Technical (OPT) and
Service, Labor a.n_d Trades (SLT) bargaining units.

The following [9] 11 trustees must be appointed by the Executive and

confirmed by the Council:

(A)

[Three] Four individuals recommended by the employee

olgax_lizations certified under Articles V, VIl or X, Two of the

individuals must be active County employees, each of whom is 2

member of a different collective bargaining unit, and who are vested
members of the retirement system, or individuals recommended by
each employee organization certified under Articles V[, VIL, or] and

X. The other two individuals must be active County employees. each

of whom is a member of a different barpaining unit, and who are

vested members of the retirement system. or individuals

recommended by the employee organization certified under Arficle

VIL Each employee organization may recommend 3 to 5 individuals
for the respective trustee position(s). Before appointing these trustees,

the Executive must consider, and should select from, the individuals

Q)
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recommended by the employee organizations. |The Executive must
not appoint more than one person from each employee organization.]
The Executive must notify the Council when appointing an individual
not recommended by an employee organization. A 3-year term for
these trustees ends on March 1 of every third year after each trustee is
confirmed by the Council.

* * *

(E) [Two] Three individuals knowledgeable in pensions, investments, or
financial matters. Before nominating these trustees, the Executive
must consider, and should select from, individuals recommended by
citizens or countywide citizens’ groups. An individual recommended
by a citizens’ group need not be a member of the group. The
Executive must notify the Council when nominating an individual not
recommended by a citizens’ group. A 3-year term for these trustees

ends on March 1 of every third year after each trustee’s appointment

is confirmed by the Council.

* * *
(h) Meetings and actions.
(1)  The Board must meet at least once during each calendar quarter. The
chair, or [7] 9 members of the Board, may call a meeting of the Board, in
the manner and at times and places provided under the policies of the

Board. The Board is a public body under the State Open Meetings Act.

2 A [Seven] Nine trustees constitute a quorum.
B. ~  Each trustee has one vote.
C. [Seven] Nine trustees must agree for the Board to act.
¥ * *

Sec. 5. Section 33-116 is amended as follows:

33-116. Participant contributions.

(a)  Percent of participant contributions.

(1) (A) Group 1. Each participant in Group I [or Group II] must contribute,

5. _ )
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Montgomery County Retired Employees’ Association, Inc.

April 16,2008

Hon. Michael ]. Knapp, President
Montgomery County Council
Council Office Building

100 Maryland Avenue

Rockville, Maryland 20850

Dear Mr. Knapp: - _ Re: Bill 6-08 Board of Investment Trustees

{ am writing to express my opposition to the proposed legislation to amend the membership
of the Board of Investment Trustees (BIT). Why is there a need to have the union so strongly
present on BIT? Why should the union have 5 of 16 seats on BIT?

I understand that this was agreed to in the bargaining process between the County Executive
and MCGEO (Municipal & County Government Employees Organization). This proposal would
change the BIT by adding three more members: the MCGEO President as a voting, ex officio
member of the Board: another union member; and another citizen member.

This proposal is an effort to change the equitable balance on BIT. This appears to be an effort
to “stack” the BIT with 5 union members, equal to the number of public representatives and
more than the number of senior management officials. In 2004, the union membership was
increased from one to three members. Now, it is to increase from three to five members. Plus,
the proposal to have the union president on equal par with the Council Staff Director, and the
Directors’ of Finance, Human Resources, and Management and Budget, is absurd. Adding one
citizen member does not maintain an equitable balance of membership.

Why is there a need to dilute the voice of 5,500 retirees, hundreds of non-union employees,
and the county taxpayers? The BIT represents non-union employees and retirees. Retirees
and beneficiaries are the largest group. The union does not speak for us. Also, the BIT
represents the taxpayer who contributes the majority of retirement funds. Ultimately, the
county is responsible for our retirement payments.

The union removed their deferred compensation funds from non-union funds in 2004. With
this proposal, it seems that the union wants to control the remaining investments. It may be
wise to step back and study the governance structure of the BIT for managing and prudently
investing the assets of three distinct retirement plans before making a final decision.

Cordially, _

zanne Hudson
President

PO. Box 73 + Rockville, MD + 20848-0073 phone 301.929.9339 + toll free 1.866.929.9339 + www.mcreaonline.com
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From: Meg Menke [meg@menkescientific.com]
Sent: Friday, May 30, 2008 1:38 PM

To: Montgomery County Council

Subject: Stafement on Bill#6-08

Dear President Knapp and Members of the Council,

This is a letter about Bill # 6-08, specifically the sections defining
membership on the Board of Investment Trustees. Following some
background, I will explain why I am opposed to the bill's provisicon to
expand the size of the BIT and change its composition.

Background

I am a retired Montgomery County employee and a taxpayer. I am also a
past and present member of the Montgomery County Board of Investment
Trustees, but I am not speaking for the Board in this letter. Rather,
I am writing as a taxpayer who is a retired employee and who has a
unique perspective on this issue now before the Council.

I was appointed to the very first Board of Investment Trustees in
1987. I served a three-year term as “the member not represented by an
employee organization”, one of nine members. It was a fascinating
assignment because the Board’'s “opening responsibilities” were to move
all Employees’ Retirement System money from a very traditicnal
retirement fund managed by Aetna to a mix of investment managers
selected by this new Board of Investment Trustees. Our task was to
adopt investment policies and select managers who could maximize
“market gains through a broader mix of prudent financial instruments.
It was quite clear to us in 1987 that the County had adopted this new
strategy to protect the huge stake that taxpayers had in assuring that
there would be sufficient money available to honor the County’s future
commitment to its retirees: the more we achieved in prudent investment
growth, the less the burden on the taxpayers.

In 1991, I left County employment and a few years later became a
retiree. Now, at the end of each calendar year, I receive a 109%2-R.

It shows how many dollars I contributed as an employee to that year’s
retirement income. My share is tiny. The other share, the share from
taxpayers and investment growth, is huge. I very grateful and am more
convinced than ever that it is correct for the taxpayers’ interest to
be put first in framing BIT legislation.

In 2006, I was again appecinted to serve on the BIT, this time as “the
retired employee member.” Compared to 1987, the Board is larger (now
thirteen members} and the mix of investments is significantly more

diverse. But the mandate to achieve the best returns possible while
controlling risk has not changed.

Taxpayers are still the biggest stakeholders in retirement funding.
The employees’ contribution is fixed, the investment income is not
guaranteed. The backstop is always the taxpayers who must pay the
bill if we do not eventually succeed in fully funding the liability
for payments to retirees. As you consider changing the way the
retirement funds are managed here in Montgomery County, I believe that
you must keep the taxpayers’ interest foremost in your minds.

My Comments on Provisions of Bill 6-08

There are two provisions of this bill that I ask you to reject --
expanding the size of the BIT and assigning ex officio status to the
Tregident.of the bargaining unit mentioned in the legislation.

First: Regarding the size of the Board, I will tell you that in my
experience, a board of nine members is far preferable to the current
size of thirteen. When a prior Council expanded the BIT, the result
was more difficulty in conducting meaningful and effective meetings.

1
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responsibility in deciding investment policy and selecting from the
range of investments available to us. In the last twenty years,
investing has not gotten simpler; it has become far more complex.
Increasing the BIT size now to sixteen will make it even harder to
honor our fiduciary responsibility. Setting aside which individuals
might be added, just the mere decision to increase the Board's size is
the wrong way to go.

I cannot gee any way that the taxpayers’ interests are served by

having a BIT that is too large to conduct its business in a thorough
and effective way.

Second: Regarding the provision to give ex officio status the
President of a bargaining unit, I cannot understand how this is in the
taxpayers’ interest. The BIT now has four ex officio members. Each
iz an appointee of the County Executive or the County Council. These
four individuals are accountable to elected officials, who are in turn
accountable to the voters/taxpayers.

However, the President of a bargaining unit is not accountable to the
voters or taxpayers in any way (he or she is selected by the Union).
Granting ex officio status teo this person removes the essential link
to taxpayers and thus diminishes the taxpayers’ stake. This provision
should be rejected.

It remains appropriate for employees (whether in bargaining units or
not)} to have a wvoice on the BIT, but that voice must never overwhelm
the interest of Montgomery County taxpayers who are ultimately
responsible for heonoring the liability to retirees. In my view, the
current compositicon of the BIT comes close to disrupting this balance.
The proposals in Bill 6-08 clearly move too far in the wrong direction.

Thank you for the opportunity to present my views.

Mary Ellen {Meg) Menke
22500 0ld Hundred R4
Barnesville, MD 2083B-9725
301-407-2224



by simply doing
a little digging.

While investing can
never'promise a sure
thing, it does offer a few
absolutes. One being
that, if you have two
funds and both petform

identically, the fund

with the lower expense
0 w111 ultlmately feturn more Lhan the other '

. -Phed to an initial $25,000 investment returning 8 percent

nd. tompounded over 20 years, the difference adds up to 2
"d- _o—overlook 3 19 751 that could be in your account.

800-962-5124
WWW':ifanguard.com
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Deferred Compensation Plan Fees
Hartford (Union Plan) v. CitiStreet (County Plan)

December 31, 2007

This table lisis 16 funds in the County Plan for which the Union Plan charges higher fees.

Ending 12/31/2007
Balance % of Plan Hartford CitiStreet Difference

Funds December 31, 2007 Assets Fees (%) Fees (%) (%)
| BGI Lifepath Retirement 428,112 0.2% 0.85 (.60 -0.23
2 RGI LifePath 2010 7,367 480 2.9% 0.85 0.60 -0.25
3 BGI LifePath 2020 17,278,999 6.8% 0.85 0.60 -0.25
4 BGI LifePath 2030 2,798,028 1.1% 0.85 0.60 .25
5 BGI LifePath 2040 801.056 0.3% 0.85 0.60 -0.25
6 PIMCO High Yield 2,152,176 0.8% 0.90 0.73 -0.15
7 Amer Funds Growth Fund of America 29,730,729 11.7% 0.68 0.36 -0.32
8 SSgA daily EAFE 3,244.284 1.3% 0.30 0.25 -0.05
9  * SsgA Passive Aggregate 1,351,399 0.5% 0.20 0.10 -G.10
10 S5SgA S & P 500 Index ] 9,499,295 3.7% (20 015 -0.05
11 * Fidelity Inflation Protected Bond 2,113,443 0.8% 0.49 0.45 -0.04
12 * SSgA Tuckerman Reil 3,359,548 1.4% 1.13 .00 -0.13
13 * Fidelity Small Cap Stock 8.138,382 3.2% 1.36 0.96 -0.40
14 * North Small Cap Value 787 0.0% 1.36 1.00 -0.36
15 * Legg Mason Partners Sm. Cap. 3,130,418 1.2% 1.33 0.79 -0.54
16 * Oppenheimer Global 5,017,836 2.0% 1.05 0.72 -0.33

Total $96,611,971.48 37.9%

* Designates County Plan fiund option simtlar 1o Union Plan fund aption.

These funds represent 37.9% of County Plan assets as of 12/31/07. There are no fund options in the County Plan that
charge higher fees than the same or similar options in the Union Plan.
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§33-146B< Vs

MONTGOMERY COUNTY CODE
Chapter 33

Section 2 of 1998 L.M.C., ch. 23, reads as foilows: “The powers and duties of the Boa-rd of Investment

Trustees regarding the Deferred Compensation Plan of Montgomery County trust take effect when all trustees accept
the trust agreement in writing.”

Sec. 33-146B. Collectively Bargained Plans.

The County may establish and maintain one or more additional deferred compensation plans for
employees covered by a collective bargaining agreement. In the case of any collectively bargained plan:

(a)

(b)

(c)

(d)

(e

()

February 2006

The certified representative must assume the duties and responsibilities of the Board,
except for the requirements of Section 33-61(a), and the certified representative must

assume the duties and responsibilities of the Chief Administrative Officer and the
County under this Article.

The Board, Chief Administrative Officer, and County have no fiduciary or other
responsibility for a collectively bargained plan except as required by federal law,
including any regulation, ruling, or other guidance issued under that law.

The certified representativé must indemnify the County and provide fiduciary liability
insurance protecting itself and the County in an amount agreed to by the County and
certified representative through collective bargaining.

The officers of the certified representative who have direct responsibility for plan
adrninistration, and the trustees of any trust established under this Section, must:

M provide financial disclosure to the participants of the plan in a form and manner
at least as stringent as that required of the Board; and

(2) establish and conform to a code of ethical conduct, approved by participants in
the plan, at least as stringent as that required of the Board.

The collectively bargafned plan, and ité separate trust, custodial account or annuity
contract, must meet, in form and operation, all applicable requirements of the Intemnal
Revenue Code and any regulation, ruling, or other guidance issued under that law.
Any trustee or fiduciary of a collectively bargained plan must not accept any direct or

indirect compensation from any person who does business with that plan. (2004 LM.C,,
ch.30,§ 1)

Chapter 33: Page 33-446.4 (The next page is Page 33-447)
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Montgomery County Career
Fire Fighters Ass'n., Inc.

LocaL 1684

August 24, 2005

Jim Brecker

Mondrian Investment Group
2001 Market Street, Suite 3810
Philadelphia, PA 19103-7049

Dear Mr. Brecker,

The Montgomery County Career Fira Fighters Association will be hosting the
Professional Fire Fighters of Maryland 19™ Biennial Convention and Training Session at
the Carousel Resort Hotel in Ocean City, Maryland from September 25 throngh
September 28, 2005. As a friend of our Local, we would like to invite your fixm to attend
and/or sponsor this important event, and to provide you with an opportunity 1o meet with
fire umjon officials from all over the State of Maryland.

Since this is the first ime that our Local has hosted the State Convention we want to
make sure that everyoie has an enjoyable experience. To help us put together the best
State Convention evel, we ask that you consider one of the following sponsarships:

Platinum $5,000.00 Silver $1,500.00
Gold $2,500.00 Brass $ 750.00

Please make the check out to “MCCFFA State Convention” and mail to 932 Hungerford
Drive, Suite 33-A, Rockville, Maryland 20850.

If you have any questions, please contact me at (301) 762-6611 and thank you for yout
support of our 2005 State Convention. ' '

Yours truly,

i

Johu J. Sparks
President

ce: file

832 Hungerford Drive, Suita 334, Reckvilin. MD 20850-1713 « Talaphona: {301} 762-8611 « FAX: (301) 782-7390 - Webslle: www.isffiocai1664.c0m
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